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Compliance Costs of Alternative T~ Systems
House Ways & Means Committee Testimony
By Arthur P. Hall, Ph.D. The following testimony was presented ships and dumping them into the ocean.
Senior Economist on June 6, 1995, by Dr. Hall before the House If Congress were to replace the current
Tax Foundation Ways & Means Committee. Portions of the federal income tax with anyone of the three

testimony have been revised. predominant alternatives currently being dis-
cussed - Representative Armey's (R-TX) Flat

The Tax Foundation estimates that com- Tax, the USA Tax System sponsored by Sena-
plying with the entire federal tax system costs tors Domenici (R-NM) and Nunn (D-GA), or a
Americans $200 billion annually. The rules national retail sales tax - it could dramatically
and regulations for the federal income tax reduce America's tax-related burden without
alone account for approximat.ely $140 billion necessarily sacrificing a dime of federal tax rev-
of this cost. enue. The Tax Foundation has estimated how

The cost of compliance, which adds noth- much each plan could reduce the current
ing to national output, is tantamount to a tax system's $140 billion tax surcharge, assuming a

reasonable transition period had ensued.
I Rep. Armey's Flat Tax could reduce the
i surcharge by 94 percent to $8.4 billion, as-

suming that the current convention of annual
If Congress were to replace the tax filing is retained. However, if Rep. Armey
current federal income tax with a~hiev~s his stated g.<>al of e~inating i~di-

VIdual income tax wlthholdmg and moVIng to
anyone of the three monthly tax payments, the Flat Tax would re-

d . I . duce the surcharge by 72 percent to $39 bil-
pre omlnant a ternatlves lion. The USA Tax System could reduce the

currently being discussed. . . it sur~harge b~ 76 percent to $33.6 billion. A
. nanonal retall sales tax could reduce the sur-

could dramatIcally reduce charge by 92 percent to $11.2, assuming the
America's tax-related burden sales tax plan included a pe~-person rebate

scheme to create a progresslve tax system. If
without necessarily sacrificing a no rebate scheme were part of the retail sales

d . f ~ d I t tax, it could reduce the surcharge by an esti-
Ime 0 Ie era ax revenue. mated 96.5 percent to $4.9 billion, but the en-

tire burden of this sum would fall on retail
businesses.

These estimates are based on pure ver-
sions of the alternative tax systems. It is rea-

surcharge on all taxpayers. One way to com- sonable to assume that the effect of molding
. prehend the magnitude - and economic any of the alternative plans into a functioning

waste - of the $140 billion federal income tax code could increase the complexity, and
tax surcharge is to imagine putting every ve- therefore their associated compliance costs.
hicle sold by General Motors in 1994 onto
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about the timing or definition of taxable trans- :~
~:: {be Tax Code is Most ComPlex (percent of total survey mentions) actions. Multiplehstatutoryl t~ ~tes al°tne do

fnot generate muc comp eXlty m a sys em 0
direct taxation. On the other hand, the com-

Depreciation '10 plexity of indirect taxes - like value-added
taxes or retail sales taxes - results primarily

Alternative Minimum Tax from the application of multiple tax rates to
Uniform Inventory Capitalization differentiated products.

(Section 263A) The inherent complexity of an income tax
International Rules base, which bears most predominantly on the

Foreign Tax Credit income taxation of commercial activity, results
. from the difficulty of defming income and de-Economic Performance . . ..

dRules (Sec. 461) termtrung when to recognIze mcome an ex-
I t b.I'ty f T C d pense for tax purposes. Furthermore, a prop-
nsa II 0 ax 0 e . .

erly constructed Income tax (unlike the cur-lack of Book Incomel .
al d thTax Income Conformity rent federal ~co~e tax) ~o must. a op~ ~

Controlled Foreign Corporation added compltcat10ns assoc1ated w1th adjusting
Reporting (Form 547) for the effect inflation has on these difficult

Transfer Pricing timing issues.
. The Flat Tax and the USA Tax System are

Expense Allocation Rules direct tax systems that immediately eliminate

0.0% 5.0% 10.0% 15.0% 20.0% 25.00;0 these timing-related complexities and, there-
fore, their attendant compliance costs. Both

Note: 315 of 365 survey respondents answered this question. Many resp~ndents listed more plans accomplish this objective by moving to a
than one aspect. Only the responses receiving at least 10 mentions were Included. cashflow tax base rather than an accrued in-

,
T F d . come tax base. A cashflow tax, as it applies toSource: ax oun atlon. h al. f b . business, simply calls for t e tot mg 0 US1-

ness receipts and then subtracting off pur-
chases from other businesses. There is no rea-

Fundamental Sources of Tax son to synchronize the timing of income andI . expenses in such a system.
Comp eXtty A business cashflow-type tax also elimi-

,,: The cost of complying with a tax system is nates any need for the complexities associated
directly related to the complexity of the sys- with depreciation and depletion allowances,

.~ tern. In terms of complexity, it is fair to say foreign-source income rules, inventory capitali-
that an income tax - the core of the U.S. zation, amortization of intangibles, and long-

;", 'c;;'; government's tax system - ranks among the term contracting. This list of items accounts
-cc,,;[ .;; worst of the tax systems currently in operation for the bulk of business compliance costs. For

around the world. Ironically, the term "in- example, based on research sponsored by the
come" itself accounts for the inherent com- Tax Foundation, the current rules pertaining to
plexity. Income, particularly business and in- foreign-source income alone account for 45.5
vestment income, is tricky to defIne, and has, percent of the total federal income tax compli-
therefore, always added excess complexity to ance cost for the firms of the Fortune 500. In
our tax system. fact, adoption of either the Flat Tax or the USA

I have discovered complaints about the Tax would eliminate virtually every item on
complexity of the federal income tax system Figure 1, which illustrates the findings of a Tax
that date back to 1914, the year immediately Foundation-sponsored survey of senior corpo-
following the adoption the 16th Amendment rate tax officers about the sources of complex-
to the Constitution which authorized the in- ity in the current federal income tax code.
come tax. Indeed, the 1927 Report of the
Joint Committee on Internal Revenue Taxation Political Sources of Tax Com-
(Vol. 1, p. 5) states that: "It must be recog- 1.
nized that while a degree of simplification is P eXtty
possible, a simple income tax for complex Although the Flat Tax, USA Tax System, or
business is not." a retail sales tax are inherently far less complex

The complexity of systems that directly than even the most pure income tax system,
tax people and businesses - like the current misguided political tampering can ruin the in-

income tax, the Flat Tax, and the USA Tax Sys- tegrity of any system. Indeed, over time, the
tern - is almost wholly related to tax base political process of give and take has exacer-
questions, that is, questions or uncertainty bated the inherent complexities of the federal

,
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Table 1
Comparison 0/1954 Code and 1986 Code (as 0/1994)

Number of Sections
in Subchapter Percent

Subchapter of Income Tax Code 1954 1994 Growth

Determination of Tax Liability 4 44 1000%

Computation of Taxable Income 9 145 1511

Corporate Distributions and Adjustments 14 35 150

Deferred Compensation 2 30 1400
Accounting Periods and Methods 6 . 33 450

Tax-Exempt Organizations 4 17 325

Corporations Used to Avoid Income Tax on Shareholders 4 27 575

Banking Institutions 3 20 567

Natural Resources 3 10 233

Estates, Trusts, Beneficiaries, Etc. 7 29 314

Partners and Partnerships 7 29 314

Insurance Companies 5 29 480

Regulated Investment Companies, Etc. 1 17 1600

Tax Based on Income from Within

or Without the United States 9 78 767

Gain/Loss on Disposition of Property 7 42 500

Capital Gains and Losses 4 52 1200

Readjustment of Tax Between Years and Special Limitations 6 5 -17

Tax Treatment of S Corporations 0 14 NA

Other" 8 42 425

Total 103 698 578%

" Includes all subchapters not explicitly listed as well as Chapters 2-6 of Subtitle A of the Internal Revenue Code.

Source: Tax Foundation computations from Internal Revenue Code.

income tax system. The defmition of taxable pension plans) has grown 1,400 percent; and
income has not only expanded dramatically, the number of sections dealing with the "Com-
but it has undergone chronic revision. putation of Taxable Income" has grown more

Table 1 reveals the dramatic growth in the than 1,500 percent.
income tax code over the past 40 years. In Perhaps a more revealing measure of the
1954, the federal income tax law comprised growth in tax code complexity is the growth
103 code sections. Today, that law comprises in the number of words that comprise the in-
698 code sections, a 578 percent increase. Al- come tax law and its attendant regulations.
most all of the growth relates to tax base ques- Figure 2 charts the growth in the combined

I tions. Note that since 1954 the number of sec- number of words that define the body of both
i tions dealing with the "Determination of Tax the federal income tax laws and their attendant
! Liability" has grown 1,000 percent; the num- regulations. The Tax Foundation has deter-

ber of sections dealing with "Capital Gains and mined that over the past 40 years the number
Losses," most of which detail "special rules" of words detailing the income tax laws has
for calculating capital gains and losses, has grown 369 percent. The words detailing in-
grown 1,200 percent; the number of sections come tax regulations, which provide taxpayers
dealing with "Deferred Compensation" (e.g., with the "guidance" they need to calculate
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Figure 2
Growth of the Income Tax Code (Laws and Regulations)
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Source: Tax Foundation.

their taxable income, have grown 730 percent. tain a reasonably certain conclusion about how
The combined growth is 647 percent. taxation will affect a business plan or invest-

The growth in the volume of the income ment. In many businesses, research and devel-
tax laws and regulations has resulted piece- opment require longer and longer lead times.
meal from the 31 major tax enactments and If taxpayers cannot accurately predict the tax
the more than 400 other public laws that have consequences of a particular economic activ-
amended the Internal Revenue Code since the ity, either because of vagueness, complexity,
1954 Act. Based on a sample ofone-ftfth of or instability in the tax code, then tax policy is
the core sections of the income tax code, handicapping the growth and dynamism of the
these enactments have not only increased the U.S. economy.
volume of the code but have resulted, on aver-
age, in the amendment of e~ch cod~ section Quantifying the Overhead Cost
o~c~ eve~ ~our years. As Figure 3 illustrates, of Tax Com p liancethis mstability has been much more pro-
nounced in the past 20 years than it was dur- In 1995, according to the Internal Revenue
ing the 20 years immediately following the Service and the Office of Management and
1954 Act. Budget, taxpayers will spent 5.1 billion hours

The complexity generated by the growth complying with federal tax laws. An hourly
and constant change of the tax code creates cost of $39.6 can be derived by averaging the
two general types of economic costs. One is average labor cost of both the IRS and the ac-
the overhead cost associated with the eco- counting firm of Price-Waterhouse. Applying
nomically sterile exercise of tax planning, that hourly cost figure to 5.1 billion hours re-
compliance, and litigation. The second cost sults in a total compliance cost of $202 billion.
results from the economic opportunities that Historically, about two-thirds of the compli-
are foregone because of taxpayer uncertainty. ance burden (or $135.3 billion) is borne by the

Because of complexity and instability, de- business sector.
spite substantial cost to fund diligent and ex- Based on my calculations, at least 70 per-
pert research, taxpayers may not be able to ob- cent of the total cost of federal tax compliance
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Table 2
Estimated Cost of Corporate Income Tax Compliance by Amount of Company's Asset Size

Compliance Estimated
Asset Size" Cost as % Compliance
($Thousands) of Assets Cost

$1,000 0.74% $7,400
$25,000 0.40% $100,000
$50,000 0.40% $200,000
$100,000 0.40%. $400,000
$250,000 0.14% $350,000
$500,000 0.10% $500,000
$1,000,000., 0.09% $900,000
$2,000,000 0.08% $1,600,000
$3,000,000 0.08% $2,400,000
$4,000,000 0.04% $1,600,000
$5,000,000 0.04% $2,000,000
$7,500,000 0.05% $3,750,000
$10,000,000 0.03% $3,000,000

I:
i "Excludes financial and life insurance firms.

Source: Tax Foundation.

.

is due to the income tax, indicating that busi- A common research finding clearly demon-
nesses will pay an estimated $94.7 billion in strated in Table 2 is that economies of scale ex-
1995 to comply with the federal income tax. ist in tax compliance. That is, relative to asset
That figure is up from an estimated $81.2 bil- size, small corporations bear a compliance cost
lion in 1991 aO percent of $116 billion), the burden at least 24.6 times greater (and, on av-
latest year for which complete income tax rev- erage, perhaps as much as 177 times greater)
enue data is available. The 1991 cost of $81.2 than the largest u.s. corporations, those with
billion amounted to 74 percent of the income $10 billion or more in assets. What makes this
tax revenue received from all businesses. This huge differential more amazing from a public
ratio offers solid evidence that the income tax policy standpoint is that only 0.16 percent
on business, particularly the corporate income (5,933, in 1991) of all u.s. corporations paid
tax, is a grossly inefficient revenue system for about three-quarters of all corporate income
the federal government. taxes in 1991.

To date, the Tax Foundation has focused More than 90 percent of all U.S. corpora-
its detailed research on the cost to corpora- tions have assets of $1 million or less and,
tions of complying with the federal income therefore, bear tremendous relative compli-
tax. The total cost of compliance differs ance burdens. In 1991, as a group, these small

I widely across companies of different size. corporations had to pay at a minimum $382 in
Based on a 1992 survey of large corporations compliance costs for every $100 they paid in
sponsored by the Tax Foundation, the 1995 income tax. They bore about $14 billion in
cost of complying with the federal corporate compliance costs for $3.7 billion in income
income tax for the average Fortune 500 flrm taXes. (fhat represents about 4 percent of cor-
will amount to an estimated $1.58 million (or porate income taxes paid and about 90 per-
$790 million for the entire Fortune 500). For cent of the minimum measure of the corporate
the average small corporation, those with $1 income tax compliance cost.)
million or less in assets, the minimum cost Because complying with tax laws is a fixed
amounted to an estimated $7,400. But simple cost for any business, it seems likely that
averages are quite misleading. smaller companies will bear a greater compli-

,
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Figure 3
Instability in the Federal Income Tax Code Based on Selected Code Items
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Source: Tax Foundation compilatiol;t from u.S. Code Annotated (Title 26).

ance burden than larger companies under vir- tax forms along with both the estimated paper-
tually any type of tax system. For example, work-burden calculations (in hours of compli-
Table 3 demonstrates that the value-added tax ance time) generated by the Internal Revenue
in Great Britain imposes a compliance burden Service. It also reports IRS projections for
on that country's smallest companies that is 1995 of the number of tax returns by type.
647 times greater than the burden on the larg- Table 5 compiles a similar list for the business
est firms. Interestingly, however, one measure sector. These lists are far from exhaustive, and
taken by tax authorities to reduce the compli- trusts and estates (Form 1041) are not even in-
ance burden on small companies in countries cluded. The lists are also incomplete to the de-
that have a value-added tax is to allow these gree that adequate tax return information
companies to calculate their tax liabilities in a could not be obtained or estimated for the
way that is identical to the cashflow method many schedules and forms that are common
proposed by the Flat Tax and the USA Tax Sys- auxiliary components of the core forms.
tern. Tables 4 and 5 combined report a total of

3.2 billion hours of required compliance time
Comparing the Relative Com- for the items reported. This figure is well
pliance Burden of the Federal short of the IRS-estimated 5.1 billion hours of

T d h AI compliance time required for the entire federal
I!lcome ax an t e terna- tax system. However, the magnitude of the
t1ve Replacement Proposals minimal lists compiled provide ample informa-

Tables 4 and 5 form the basis of the Tax tion to make comparisons with the replace-
Foundation's comparison of the cost of com- ment alternatives.

. plying with the current federal income tax and To estimate the paperwork burden associ-
the various replacement alternatives. Table 4 ated with the alternative replacement propos-
compiles a list of the core individual income als (with the exception of the compliance bur-
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Table 3
Compliance Costs to Businesses oftbe Value-Added Tax in Great Britain, 1986 and 1987

Size of Business Compliance Costs
(Annual taxable sales as a Percentage
per business in $U.S.) of Taxable Sales. .

0 to 30,000 1.940
30,000 to 75,000 0.780
75,000 to 150,000 0.520
150,000 to 750,000 0.420
750,000 to 1.5 Million 0.260
1.5 Million to 15 Million 0.040
15 Million or More 0.003

Source: Congressional Budget Office, Effects of Adootina a Value-Added Tax, February 1992, p. 71.
\ Original data from Cedric Sandford, et. al., Administrative and Comoliance Costs of Taxation (Bath,

England: Fiscal Publications, 1989), p. 116.

den on retail businesses of a national sales average compliance time would be somewhat
tax), the Tax Foundation used the same meth- lower, but, because of the current tax treat-
ods that underlie the IRS estimates. These ment of contributions to pension plans, for the
methods are laid out in Develo1;!ment of Meth- foreseeable future many taxpayers reporting
odology for EstimatinQ the Taxoaver Paoer- pension and individual retirement account dis-
work Burden, the 1988 report to the IRS deliv- tributions would probably have to make extra
ered by the consulting company of Arthur D. calculations to determine what part of the dis-
Little, Inc. In brief, these methods estimate tribution is taxable.
taxpayer paperwork burdens using the various The average business taxpayer should take
characteristics of tax forms and the informa- no longer than three hours and 24 minutes
tional content of the instructions for these each year to comply with the Flat Tax. That
forms. compares to an average 21 hours and 54 min-

utes for a nonfarm sole proprietor under the
A. The Flat Tax current income tax system. It compares to

The postc~d-size tax forms advertised by 100-plus hours for the average partnership and
the Flat Tax plan makes the paperwork re- ~e 200-plus ho~s f<>:r the ave.rage C.corpora-
quirements readily discernible. The average tlon. The !eduction.1n ~omphance time comes
individual taxpayer should take no longer than from a major reduction In every aspect of the
one hour and eight minutes each year (assum- overall paperwork.burden.

ing an annual tax filing) to comply with Rep.
Armey's Flat Tax. However, ifmontWy tax B. The USA Tax System
payments become a requirement because of The USA Tax streamlines the definition of
the elimination of withholding, the cost of the taxable income and would, therefore, substan-
"preparation" and "sending" elements listed in tially reduce the compliance burden associated
Table 4 will have to be repeated each month, with the current income tax. However, the
adding substantially to the overall compliance USA Tax would require a somewhat greater pa-
costs. The compliance time for the Flat Tax is perwork burden than a Flat Tax that required
compared to 11 hours and 36 minutes for the only annual filing. The big difference is in the
average 1040 Form and two hours and 54 min- "recordkeeping" and "education" components
utes for the average 1040-EZ Form. of the paperwork burden. The USA Tax places

Recordkeeping would be simple under the a levy on both wage and nonwage income and
Flat Tax. Both the wage and pension distribu- then allows individuals to deduct an unlimited

1 tion data are supplied on an employer-pro- amount of current-year saving. (It also allows
i vided form (Form W-2 and Form 1099). The individuals to take a credit for payroll taxes

~
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A Comparison of the Compliance Burden on Individuals of the Current Income Tax and Alternative Replacement Plans

1995 Average Time in Hours per Form for 1995 Tax Year
Estimated
Number Record- Education Form Packaging/ Total

Individuals Only of Returns keeping Stage Preparation Sending Total Hours

Forms
1040 57,574,816 3.1 2.9 4.7 0.9 11.6 666,908,285
1040Aa 18,195,000 2.2 2.8 4.2 2.1 11.2 203,480,750
1040EZ 17,189,000 0.1 0.8 1.3 0.7 2.9 49,848,100
1040ES 38,020,100 1.3 0.3 0.8 0.2 2.6 99,485,928
1040X 1,870,000 1.2 0.4 1.2 0.6 3.4 6,295,667
4868 (Extention of Time) 4,813,000 0.4 0.2 0.3 0.3 1.3 6,016,250

1040 Schedules
SchA 43,116,920 2.5 0.4 1.2 0.5 4.6 197,619,218
Sch B 61,595,600 0.6 0.1 0.3 0.3 1.3 80,074,281
Sch D 21,558,460 0.9 0.7 1.0 0.7 3.3 70,064,995
SchE 26,178,130 2.9 1.1 1.3 0.6 5.8 152,705,759
SchEIC 7,699,450 0.0 0.0 0.1 0.1 0.2 1,411,566
Sch R 461,967 0.3 0.3 0.4 0.6 1.5 708,349

Individual Totals-Current Income Tax 298,272,444 NA NA NA NA NA 1,534,619,148
(Forms + Schedules)

Flat Tax 92,958,816c 0.04 0.4 0.3 0.4 1.14 821, 755,933b

USA Tax System
Basic Form 92,958,816c 1.1 1.5 1.3 0.7 4.6 427,610,554
Sch S (Net Savings Deduction) 65,071,171 0.03 0.3 0.63 0.4 1.36 88,496,793
SchS-1(SavingsandWithdrawllnfo) 65,071,171 0.14 0.8 1.26 0.4 2.6 169,185,045

Individual Totals - USA Tax 223,101,158 NA NA NA NA NA 685,292,392
(Forms + Schedules)

Retail Sales Tax 99,528,030d 0.77 0.03 0.28 0.4 1.48 147,301,484
(Assuming a rebate system to
create a progressive incidence)

'Schedules 1-3 are included in the average time.
bAssumes that withholding is eliminated and that taxpayers must make monthly payments. If annual filing is maintained the total hours amount to
105,973,050.
cEquals sum of nonbusiness 1040, 1040A, and 1040EZ Forms.
dEquals estimated number of u.s. households for 1995.

Source: Tax Foundation, using Internal Revenue Service data and estimation methods.

I
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Table 5

A Comparison of the Compliance Burden on Businesses of the Current Income Tax and Alternative

Replacement Plans

1995 Average Time in Hours per Form for 1995 Tax Year

Estimated

Number Record- Education Form Packaging/ Total

Businesses of Returns keeping Stage Preparation Sending Total Hours- -. -
Sole Proprietorships.

Form 1040 18,394,184 3.1 2.9 4.7 0.9 11.6 213,065,965

Sch C 16,525,451 6.4 1.2 2.1 0.6 10.3 169,661,296

Sch F 1,868,733 4.4 0.4 1.3 0.3 6.5 12,022,184

Partnerships

Form 1065 1,510,400'" 38.4 19.8 35.4 4.0 97.6 147,389,867

Partnership Schedules
Sch D 1,510,400 5.5 1.2 1.3 0.0 8.0 12,133,547

Sch K-1 1,510,400 24.6 8.6 9.4 0.0 42.7 64,468,907

Sch L 1,510,400 15.5 0.1 0.4 0.0 16.0 24,166,400

Sch M-1 1,510,400 3.4 0.2 0.3 0.0 3.8 5,764,693

Sch M-2 1,510,400 1.6 0.2 0.3 0.0 2.1 3,121,493

Corporations

Forms

1120 2,116,200 71.3 41.1 72.0 8.0 192.5 407,297,960

1120A 340,300 43.3 23.3 40.8 4.6 111.9 38,073,898

1120S 2,084,200 62.7 20.7 36.6 4.0 124.0 258,475,537

1120X 24,700 12.2 1.1 3.2 0.5 17.1 422,370

1120L 2,748 75.3 23.9 37.3 3.2 139.8 384,142

1120F 20,600 102.4 36.8 64.5 7.0 210.6 4,338,017

1120PC 2,748 106.4 33.3 54.2 5.1 199.0 546,988

1120RIC 6,800 52.4 15.3 29.9 3.8 101.3 688,500

1120REIT 322 55.7 17.3 33.9 4.3 111.2 35,801

7004 2,230,200 5.5 0.8 1.8 0.3 8.4 18,622,170

4626 (AMT) 339,472 18.4 18.2 15.2 0.0 51.9 17,612,913

4562 (Deprecation) 2,456,500 33.7 4.5 5.2 0.0 43.4 106,612,100

1120 Schedules

Sch D 2,116,200 6.9 3.5 5.7 0.5 16.6 35,199,460

Sch H 211,620 6.0 0.6 0.7 0.0 7.3 1,541,299

SchPH 105,810 15.3 6.1 8.5 0.5 30.4 3,220,151

1120S Schedules

Sch D 2,084,200 9.3 4.2 9.2 1.3 24.1 50,229,220

Sch K-1 2,084,200 14.8 10.3 14.7 1.1 41.0 85,347,990

Business Total 59,621,089 NA NA NA NA NA 1,680,442,867

(Forms + Schedules)

Flat Tax 24,445,284 2.3 0.3 0.4 0.4 3.4 83,113,966

USA Tax System 24,445,284 2.5 0.3 0.4 0.4 3.6 88,003,023

Retail Sales Tax NA NA NA NA NA NA 123,484,848

(Retail Firms Only)

aNo attempt is ~ade to estimate the other schedules of the 1040 Form that a business filer may be required to complete. Such

compliance burdens are left in the Individual section (Table 4).

Source: Tax Foundation, using Internal Revenue Service data and estimation methods.
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paid.) The Flat Tax by contrast adopts a "pre- consumption expenditures made per person in
payment" approach that taxes all of an a household. Such a scheme would probably
individual's wages (over the exemption thresh- require paperwork of some type for three rea-
old), but never taxes income that results from sons: (1) to request a rebate, (2) to verify that
saving. the designated amount of taxable expenditures

As a result of this procedural difference, were in fact made, and (3) to verify the num-
the USA Tax would retain a tax form similar to ber of people per household that count toward
the current system's 1040-EZ Form and sug- the requested rebate amount. The estimated
gests two new basic tax forms - Schedule S time needed to comply with a sales tax rebate
(Net Savings Deduction) and Schedule S-1 (Sav- scheme is reported in Table 4. The time ele-
ings and Withdrawal Information). For the av- ments were derived by pooling the time ele-
erage taxpayer that took advantage of the sav- ments of existing tax forms that have similar
ings deduction, the USA Tax should require no reporting requirements (namely, Schedules B
more than eight hours and 34 minutes of com- and EIC of Form 1040 and Schedule 2 of Form
pliance time. 1040A).

The business side of the USA Tax is similar
to the Flat Tax in that it is a business cashflow
tax. From a compliance perspective, one dif-
ference is that the USA Tax would be border
adjustable. That is, U.S. businesses could de-
duct the receipts they generate from the sale
of exported goods and services. Border
adjustability, therefore, would add to an aver-
age business's recordkeeping requirements
relative to a Flat Tax. This added
recordkeeping accounts for the small differ-
ence in business compliance time between the
Flat Tax and the USA Tax. In addition, the USA
Tax allows for a payroll tax credit. However,
the additional compliance costs associated
with this credit should be minimal.

C. A National Retail Sales Tax

In 1990, the accounting firm of Price-
Waterhouse submitted to the American Retail
Education Foundation their final report for the
Stud~ to Estimate the Costs of Collecting State
and Local Sales and Use Tax. The study deter-
mined that the cost of sales tax compliance for
the nation's retailers, on average, amounted to
3.48 percent of total sales tax liability. In dol-

The Tax Foundation a lar terms, this amounted to a 1990 cost of $4.4
nonprofit, nonparti:an billion. The 3.48 percent figure is best viewed
researcb and public as an historic relationship that does not neces-
education organization, sarily generalize to future tax collections.
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